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Basic Questons
DOES INBOUND TOURISM PROMOTE LONG-TERM ECONOMIC GROWTH?
WHAT DYNAMIC INTERACTIONS EXIST BETWEEN TOURISM EXPORTS AND 
ECONOMIC GROWTH?
COUNTRY STUDIES : TUNISIA & SPAIN
THE ROLE OF  EXPORTS ON ECONOMIC GROWTH
Two main mechanisms have been provided in the applied internatonal trade and 
economic development literature to explain why exports can enhance long-run 
economic growth. 
 First mechanism = ELG hypothesis (export-led growth): 
- Export expansion improves economy-wide efciency in the allocaton of inputs → 
economic growth  (Bhagwati 1978; Balassai 1978; Kruegeri 1980; Federi 1983; 
Felipei 2003). 
Howeveri it is widely believed that there is a reciprocal relatonship whereby 
output growth also causes export growth.   
- Bhagwat (1988) and Giles and Williams (2000)  note that economic growth may 
lead to export growth through improvements in skills and technology.  This noton 
has become known as the growth-led exports (GLE) hypothesis
THE ROLE OF  EXPORTS ON ECONOMIC GROWTH (cont.)
 Second mechanism = EKIG hypothesis (exports → capital good 
imports → growth):
* Exports = source of foreign currency = a means of fnancing 
imports of foreign capital goods → rate of capital accumulaton 
increases → economic growth.  
* Economic growth is enhanced here through the increase in the 
volume of inputsi rather than through the increase of their 
efciency (Esfahanii 1991; Levine and ᧝enelti 1992; ᧝iezman et 
al.i 1996; Herzer et al. 2006).
• The theoretcal literature on the relatonships between inbound 
tourism and economic growth in the long run has been examined 
since the 90th  - Please check Paolo Figini’s lectures
• Among these studiesi (Lanza and Pigliaru (1994); Hazari and Sgro 
(1995); Hazarii Nowak and Sahli (2003); Nowaki Sahli and Cortes 
(2007); Cerina (2007); Leoni Hernandez and Gonzalez (2007); Gomezi 
Lozano and ᧝ey-Maqueira (2008); Valente (2008); Alvarez-Albelo and 
Hernandez-Martn (2009) and Schuberti Brida and ᧝isso (2011).
• There are currently more empirical studies than theoretcal ones.
• Most of the empirical studies tested the tourism led growth (TLG) 
hypothesis    ELG (export-led growth)  TLG (tourism-led growth)  
Inbound Tourism and Economic Growth Literature
- Lanza and Pigliaru (1994)  and Hazari and Sgro (1995) show the 
benefts of tourism in a dynamic model in which the long-run 
economic growth of the host economy is driven by the expansion of 
inbound tourismi captured by an increase in the consumpton of 
non-traded goods and services by internatonal tourists.
- Tourists’ consumpton of non-traded goods and services has an 
impact on their relatve price which amounts to a terms-of-trade 
movement (same mechanism as the previous lecture on Dutch 
Disease).
Inbound Tourism and Economic Growth Literature
- Lanza and Pigliaru (1994) examined the relatonship between tourism 
and economic growth in a two-country setng 
- The country specialised in tourism could have a higher economic
    growth rate than the country that is specialised in the manufacturing   
  
    sector provided that its terms of trade permanently improves to 
ofset      
    the diference in sectoral productvity growth  
- This will only happen if the change in the terms of trade between 
tourism and manufacturing goods more than balances the 
technological gap between the tourism and the manufacturing sector
     (See Paolo’s lectures). 
Inbound Tourism and Economic Growth Literature
- Another set of theoretcal studies has looked at the mechanisms 
linking tourism exportsi imports of capital goods and economic 
growth (Hazarii Nowak and Sahli (2003); Nowaki Sahli and Cortes-
Jimenez (2007)). 
- The main argument behind the theoretcal fndings of these 
authors is based on the Export capital good imports growth 
hypothesis (or EKIG hypothesis).
 
Inbound Tourism and Economic Growth Literature
 
- According to the EKIG hypothesisi if a country sufers from a 
foreign exchange constraint then any export expansion reduces    
this constraint and allows more imports of capital and 
intermediate goodsi which leads to higher capital accumulaton 
and thus to higher economic growth.
- Hazari et al (2003) and Nowak et al’s (2007) fndings highlighted 
a new mechanism for the internatonal transmission of economic 
growth from a tourist generatng country (or a source country) to 
a host economy (tourist destnaton)i through trade and terms of 
trade movements without any technological progressi ᧝&D 
actvity or accumulaton of human capital.
Inbound Tourism and Economic Growth Literature
10
Main Theoretcal Results of both models 
11
Propositon 1 
”The presence of monopoly power in tourism services 
trade is a  necessary conditon for the domestc economy 
to experience long-run sustained growth”.
   In contrasti a country that relies on a mass tourism sector (i.e. high 
price-elastcity of tourism products) is most likely to face statonary 
growth in the long-run.  
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Propositon 2
“If Propositon 1 holds, then the domestc economy grows in 
the long run if its inbound tourism demand growth rate is 
larger than the growth rate of its labour force”
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Propositon 3
  “The less elastc its inbound tourism demand is (and therefore 
the more diferentated its tourism products are), the more 
the host-country can beneft from the economic growth of 
the tourist generatng country”.
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Policy implicatons 
• The policy advice of propositon 3 stands in sharp contrast to 
practtoners in certain developing countries who are ofen 
obsessed with the idea of compettve tourism.
• The necessary conditon to obtain long-run sustained 
economic growth from inbound tourism is the possession of 
some monopoly power in trade. 
• A simple but essental policy recommendaton  is that a host 
country seeks to increase the degree of diferentaton of its 
tourism products 
TLG Hypothesis Studies 
• Balaguer & Cantavella-Jordá (2002)i Spain
• Dritsakis (2004)i Greece
• Durbarry (2004) for Mauritus
• Gunduz & Hatemi-J (2005) and Katrcioglu (2009) i Turkey
• Oh (2005)i South Korea
• Kimi Chen & Jan (2006)i Taiwan
•  Lee and Chang (2008) : panel of countries (OECDi non-OECDi Asiai Latn 
Americai Sub Sahara African countries)
• Cortes-Jimenez and M. Pulina (2010) for Italy and Spain
• Figini and Vici (2010) : panel countries 
   Although most of the above empirical investgatons did 
fnd evidence in favour of TLG hypothesis, the results seem 
rather mixed and non conclusive (see Pablo-᧝omeno and 
Molinai 2013)
• These empirical studies did not take explicitly into 
consideraton that tourism may afect economic growth 
through 2 diferent channels 
- TLG (tourism-led growth) 
      - TKIG (tourism exports → capital good imports →  
growth)
  => possible spurious conclusions (᧝iezman et al.i 1996) 
Shortcomings of previous empirical studies
• First investigation : Theoretical and empirical study for a developed 
economy
Nowak, Sahli & Cortés-Jiménez (2007), Spain
Econometric investigation was supportive of both mechanisms 
(TKIG and TLG hypothesis)  In Spain
• Second investigation of the TKIG hypothesis by the same authors for a 
developing economy: Tunisia
Investgaton of the TKIG hypothesis
Case of Tunisia
DOES INBOUND TOURISM IN TUNISIA 
PROMOTE LONG-TERM ECONOMIC 
GROWTH?

 Before the Jasmine ᧝evoluton (14th January 2011)i Tunisia has ofen been cited 
as a model among African and Arab developing countries for its socio-economic 
performance (health and educatoni family planningi the rights of womeni etc.)
 Global Compettveness Index Report 2009 
* Tunisia tops the ranking among African countries 
* It was ranked 40th (WEFi 2009a)
 GDP grew on average by 4.7% between 1992 and 2009. 
  Exports increased by an average of 6.6 % a year at constant prices between 1987 
and 2008. 
Why Tunisia?
 Tourism sector has emerged since the 1970s as a priority sector in the 
economic development strategies of this country. 
 All successive governments have chosen to promote “mass tourism package 
tours” as a tool  of securing foreign currency earnings to fnance imported 
capital goods required for industrialisaton.
 Travel and Tourism Compettveness Index (TTCI) 2009
* Tunisia was ranked 6th among Middle East and African countries
* 44th out of 133 countries (WEFi 2009b)
Suitable country study to examine the relatonship between 
inbound tourism and economic growth
Why Tunisia?
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Key figures
Area : 162,155 km2
Population: 10 million inhabitants
GDP per capita (2000 base): US$ 2,652 US$ (69th worldwide)
Life expectancy at birth: 72
Infant mortality rate : 19.8 per 1,000 live birth
Educational enrolment ratio: 74%
Adult literacy rate: 74.3%
The 2008 HDI ranks Tunisia:   91  out of 177 countries
Main economic sectors: agriculture, textiles, tourism, 
mining, energy
1 Tunisian Dinar (1TND) = US$ 0.78 
   =  0.52 euros 
Sources: World Bank (2008) and UNDP (2008)
Main Economic Actvites (1975-2007)
Value added (% of GDP) 1975 1985 1995 2007
Agriculture and fisheries 18.5 14.1 11.4 10.4
Manufacturing and non manufacturing 
industries 25.9 32.7 29.0 29.6
Services and others 55.6 51.4 59.6 60.0
Source: World Development Indicators 
(2008)
1960-1970s oil and 
mining were 
dominant
Nowadays Textile, 
mechanical, engineering 
industry, electrical 
equipment are dominant
• Tunisian’s tourism is a classic illustraton of mass tourism 
• Focused mainly on:
– package vacatons organised by European tour operators. 
– selling the destnaton as a cheap alternatve to countries 
such as Spaini Greecei Turkeyi Spaini  Moroccoi Egypt.
– Expanding volume 
• Tourism exports consttute the largest service export sector 
and have consistently ranked in the top 2-3 largest sources of 
foreign exchange. 
Tourism in Tunisia 
Evoluton of the tourism sector in the Tunisian Economy, 1975-2005 
1975 1985 1995 2005  
Average annual 
growth rate (%), 
1975-2005
Tourist arrivals (in thousands) 1i014 2i003 4i120 6i378 +6.3
Total capacity (in terms of beds) 62i397 93i275 161i496 229i837
+4.4
Number of hotels 273 420 612 818 +3.7
Average number of beds per hotel 228.5 222 263.8 281
+0.7
Contributon of internatonal tourist 
receipts to GDP (%)
6.5 5.9 7.7 6.8
-
Direct employment in tourism (in 
thousands)
25.0 37.3 65.0 91.9
+4.4
Average bed occupancy rate (%) 53.7 46.2 48.7 51.5 -
Foreign direct investment in tourism (in 
million of Tunisian dinars)
14.6 8.4 28.1 16.8
+0.5
Domestc investment in tourism (in million 
of Tunisian dinars)
8.3 98.9 449.1 246.2
+12
   Source: Ofce Natonal du Tourisme Tunisien (ONTT)
Coverage of trade defcits by inbound tourism receipts (1970-2007)
Years Imports of goods
Exports of 
goods
Trade 
deficit
Inbound 
Tourism 
Receipts
Relative 
importance 
of tourism 
receipts in 
imports of 
goods (%)
Trade deficit 
coverage 
(%)
1970
1975
1980
1985
1990
1995
2000
2005
2006
2007
160.4
572.8
1,428.4
2,131.4
4,852.2
7,464.1
11,738.0
17,291.2
20,003.5
24,437.3
95.8
345.6
904.8
1,435.1
3,086.0
5,172.9
8,004.8
13,793.6
15,558.1
19,409.6
- 64.7
- 227.2
523.6
696.3
1,766.0
2,291.2
3,733.2
3,497.6
4,445.4
5027.7
31.6
115.2
259.7
415.0
827.8
1,322.9
2,095.1
2,587.0
2,751.1
3,077.3
19.7
20.1
18.1
19.4
17.0
17.7
17.8
14.9
13.7
12.5
48.7
50.7
49.6
59.6
46.9
57.8
56.3
73.9
61.8
61.2
 
                                      
       Values in Million of current Tunisian Dinars)
         Source: Office National du Tourisme Tunisien (ONTT)
Evoluton of Internatonal Tourism Receipts in Tunisia 1975-2007
One-of events negatvely afectng tourism in Tunisia: the Gulf War of 1990 through 1991i when inbound 
tourism to Tunisia fell dramatcally because of a war that was happening more than 3000 kilometres awayi the 
9/11 event in 2001 and the Djerba bombing in 2002. 
• 80 % of arrivals come in air inclusive tours.
• Highly dependent on European marketsi which alone account 
for more than 85% of total bed nights. 
• Main markets (Francei Germanyi Italy and the UK)
•  Internatonal tourists from these four countries accounted for 
54% of total bed nights in 2008.  
• Tourists from the Maghreb (mainly from Libya and Algeria) 
represent 39.9% of tourist arrivalsi but only 3.5% of bed nights.
• Domestc tourists represent 8.4% market share of bed nights.  
Inbound  & Domestc Tourism
• Tourists spend very litle during their stay in Tunisiai so 
combined with low hotel pricesi receipts per visitor are 
relatvely lower than of those in neighbouring destnatons.
• Low proftability of the hotel sector.  
– Around 120 hotels were unable to keep up their bank 
repayments.  
– Low occupancy rates (52% on average for 1985-2009 but 
44%i 42% and 49% for 2002i 2003i and 2004 respectvely).
• Very strong seasonalityi with occupancy rates down to 25% in 
low season
• Price pressure in the mass market: hotels are dependent on 
large tour operators and under-cut each other to secure 
contracts 
Current situaton
EMPIRICAL ANALYSIS
VARIABLES
- Y = ᧝eal GDP
-  I  = Imports of industrial machinery (real terms base 2000)
- T = Internatonal tourism receipts (real terms base 2000)
Period: 1975-2007 (annual)
Expressed in Natural Logarithms (L)
METHODOLOGY
1. Integraton analysis with possible structural changes
2. Cointegraton analysis: Johansen approach
3. Granger causality based on a Vector Error Correcton model
- Multvariate analysis: - LY, LI, LT
LY
LI
LT
EMPIRICAL ANALYSIS
3. Granger causality
Multvariate Granger causality test based on a VEC model (VAR model augmented 
with the ECT) (Simsi Stock and Watsoni 1990)
LYt = 1 + 1i LYt-i + 1i LIt-i + 1i LTt-i + 1D88 + 1 ECTt-1 + 1t
LIt  = 2 + 2i LYt-i + 2i LIt-i + 2i LTt-i + 2D88 + 2 ECTt-1 + 2t
LTt  = 3 + 3i LYt-i + 2i LIt-i + 3i LTt-i + 3D88 + 3 ECTt-1 + 3t
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3. Granger causality
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short-run Granger causality tested by joint F statistics
EMPIRICAL ANALYSIS
3. Granger causality
Multvariate Granger causality test based on a VEC model (VAR model augmented 
with the ECT) (Simsi Stock and Watsoni 1990)
LYt = 1 + 1i LYt-i + 1i LIt-i + 1i LTt-i + 1D88 +1 ECTt-1 + 1t
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LTt  = 3 + 3i LYt-i + 2i LIt-i + 3i LTt-i +3D88 +3 ECTt-1 + 3t
long-run Granger causality tested by t-statistics
3. Causality analysis
EMPIRICAL ANALYSIS
F-statistic significance t-test
ΔLY ΔLT ΔLI ECT (-1)
ΔLY - 0.56 6.01* 0.042
ΔLT 0.18 - 2.12
(0.18)
   0.585***
ΔLI 15.93*** 0.09* -   0.52***
Confdence Intervals: 10% (*); 5% (**) et 1% (***)
3. Causality analysis
EMPIRICAL ANALYSIS
F-statistic significance t-test
ΔLY ΔLT ΔLI ECT (-1)
ΔLY - 0.56 6.01* 0.042
ΔLT 0.18 - 2.12
(0.18)
   0.585***
ΔLI 15.93*** 0.09* -   0.52***
Short-run:
LT         LI
3. Causality analysis
EMPIRICAL ANALYSIS
F-statistic significance t-test
ΔLY ΔLT ΔLI ECT (-1)
ΔLY - 0.56 6.01* 0.042
ΔLT 0.18 - 2.12
(0.18)
   0.585***
ΔLI 15.93*** 0.09* -   0.52***
Short-run:
LT         LI
Short-run:
LI         LY
3. Causality analysis
EMPIRICAL ANALYSIS
F-statistic significance t-test
ΔLY ΔLT ΔLI ECT (-1)
ΔLY - 0.56 6.01* 0.042
ΔLT 0.18 - 2.12
(0.18)
   0.585***
ΔLI 15.93*** 0.09* -   0.52***
Short-run:
LT         LI
Short-run:
LI         LY
+
TKIG 
mechanism 
confirmed
3. Causality analysis
EMPIRICAL ANALYSIS
F-statistic significance t-test
ΔLY ΔLT ΔLI ECT (-1)
ΔLY - 0.56 6.01* 0.042
ΔLT 0.18 - 2.12
(0.18)
   0.585***
ΔLI 15.93*** 0.09* -   0.52***
Short-run:
LI         LY
3. Causality analysis
EMPIRICAL ANALYSIS
F-statistic significance t-test
ΔLY ΔLT ΔLI ECT (-1)
ΔLY - 0.56 6.01* 0.042
ΔLT 0.18 - 2.12
(0.18)
   0.585***
ΔLI 15.93*** 0.09* -   0.52*** Long-run:
LT         LI
        
             LY
3. Causality analysis
EMPIRICAL ANALYSIS
F-statistic significance t-test
ΔLY ΔLT ΔLI ECT (-1)
ΔLY - 0.56 6.01* 0.042
ΔLT 0.18 - 2.12
(0.18)
   0.585***
ΔLI 15.93*** 0.09* -   0.52***
Long-run:
LI         LT
            LY
KEY RESULTS
Long-run
       LY
LT         LI 
             
Short-run
        LT 
        LI
       
       LY         
   
KEY RESULTS
Long-run
       LY
LT         LI 
             
Short-run
        LT 
        LI
       
       LY         
   
TKIG mechanism
KEY RESULTS
Long-run
       LY
LT         LI 
             
Short-run
        LT 
        LI
       
       LY         
   
TKIG mechanism Economic driven tourism 
hypothesis
KEY RESULTS
Long-run
       LY
LT         LI 
             
Short-run
        LT 
        LI
       
       LY         
   
TLG hypothesis
rejected
                                                    Tourism exports 
                                          Imports of capital goods                                                       
                               
                                                 Economic Growth
                          
                          
46
Long term relatonships : Case of Tunisia (period 1975-2007) 
Main Conclusions From this country study (Tunisia)
• Foreign exchange earnings from inbound tourism in Tunisia have 
contributed signifcantly towards fnancing the country’s imports of 
capital goods.
• Unlike a number of other studies that confrmed the validity of the 
TLG hypothesisi this study shows that tourism-generated foreign 
exchange earnings do not appear to be an independent conditoning 
factor for economic growth in Tunisia.
• The TKIG channel is only valid in the short-runi suggestng that 
tourism exports contributed indirectly to the Tunisian economic 
growth.
• Mass beach tourism in Tunisia should not be seen as a direct engine 
of export-led growth strategy in this country.
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Case of Spain
EMPIRICAL ANALYSIS
LYt =  1 +    1i LYt-i +    1i  LIt-i +   1i LTt-i + 1 ECTt-1 + 1t
LIt  = 2 +     2i LYt-i +   2i  LIt- +    2i LTt-i + 2 ECTt-1 + 2t
LTt  = 3 +    3i LYt-i +   2i  LIt-i +    3i LTt-i + 3 ECTt-1 + 3t
Short-run Granger causality (F-Stats)
EMPIRICAL ANALYSIS
LYt = 1 + 1i LYt-i + 1i LIt-i + 1i LTt-i  +1 ECTt-1 + 1t
LIt  = 2 + 2i LYt-i + 2i LIt-i + 2i LTt-i +2 ECTt-1 + 2t
LTt  = 3 + 3i LYt-i + 2i LIt-i + 3i LTt-i  +3 ECTt-1 + 3t
Long-run Granger causality  (t-statistics)
EMPIRICAL ANALYSIS  Case of Spain (period1960-2003)
F-statistic significance t-test
ΔLY ΔLI ΔLT ECT (-1)
ΔLY - 0.04** 0.10*    3.62***
ΔLI 0.42 - 0.48    2.15**
ΔLT 0.34 0.23 -    1.83**
Confdence Intervals: 10% (*); 5% (**) et 1% (***)
F-statistic significance t-test
ΔLY ΔLI ΔLT ECT (-1)
ΔLY - 0.04** 0.10* 3.62***
ΔLI 0.18 - 0.48 2.15**
ΔLT 0.34 0.23 -  1.83**
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causal effect 
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hypothesis:
LT         LY
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Long term relatonships : Case of Spain
Conclusions/Policy implicatons
• The results discussed in this lecture merely suggest that the adopton 
of a “coastal mass tourism” export expansion policy cannot always 
beneft economic growth. 
• Too much emphasis on the establishment of more tourism and 
hospitality facilites (hotelsi large coastal resortsi etc.)i driven by 
quick proft returnsi can lead in the long run to the reducton of the 
quality of the country’s tourism product and its tourism earnings per 
capita in real terms. 
• It is imperatve that government insttutonsi tourism planners and 
investors recognize the implicatons of their actons in the overall 
interest of the long-run economic sustainability of the tourism sector.
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